Financial reporting is a mean for management to communicate firm performance to outside investors and the reaction of stock prices to financial statements announcements suggests that investors regard accounting information as credible.
Less evident is whether or not the assurance provided by independent auditors adds some credibility. Do auditors enhance the credibility of reported financial statements?
According to Healy and Palepu (2001) , there is no evidence on the subject, which is the goal of this paper. On studying the recent accounting mistakes involving Arthur Andersen and its subsequent incorporation by Delloite, it is shown that stock prices react to variations in the credibility and in the precision of the independent auditors' financial reports. Section I adapts Subramanyan (1996) model of price reactions to information when disclosure is imprecise. In section II, the event study structure used is described, before the data are presented in section III. Section IV shows and analyzes the empirical results. Finally, section V concludes.
I. A Simple Model
This section adapts Subramanyam (1996) . Assume a world where the risk free Similarly, the disclosure made by the auditor is less than perfect information about the firm's value, represented by η + = u y , where η is a normal random variable with mean 0 and precision n,
. n is the precision of the information content of the disclosure ỹ made by the auditor.
Thus, the market price of the firm before and after disclosure are respectively given by:
and the return from T on is expected to be zero, i. e.:
If however, some time after T, the market realizes that the auditor made mistakes in the disclosure of information, and reviews ỹ or n, then 0 ≠ + T r . Three cases are possible in this situation.
A. Fault
The market realizes that information disclosed were biased upward by the auditor, who has disclosed ( ) c y + with c>0 instead of just ỹ . This implies a negative instantaneous return:
B. Pure Mistake
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The market realizes that the true auditor's precision is n n < ' . This implies an instantaneous return:
That means, the decrease in precision implies a negative return to those firms selling above m and a positive return to those firms valued below m. The intuition is that the market becomes less confident of the information used to value firms different from m.
C. Both
It is also possible that when the mistake become public, the market reviews both ỹ and n, when the instantaneous return will be:
II. Statistical Approach
To examine whether or not the independent auditor credibility and precision impact on stock prices event study analysis is used. Two event windows that have From the sample, firms involved in mistakes were excluded not to bias the result. To obtain robust results, we have computed the abnormal returns by three models: the constant-mean model, the market model and the market-adjusted model.
The excess return is averaged among firms audited by the same independent auditor.
To control to other factors except the auditor, the average excess return of the rest of the firms is subtracted from the average excess return of Andersen audited firms.
MacKinlay (1997)).
III. Data
The sample from November 2 Table 1 gives support to the hypothesis that variation in the auditor's credibility has impact on the fims's value. Table 2 also gives support to the hypothesis that variation in the auditor's credibility has impact on the fims's value. Table 3 gives support to the hypothesis that variation in the auditor's precision has impact on the fims's value. 
IV. Empirical Results
A. Evidence on Fault
V. Conclusion
On studying the recent accounting mistakes involving Arthur Andersen and its subsequent incorporation by Delloite, it is shown that stock prices react to variations in the credibility and in the precision of the independent auditors' financial reports.
